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INTRODUCTION

Madam Chairman and members of the Subcommittee, I am pleased 
to present the views of the Federal Deposit Insurance Corporation 
on H.R. 1362, the Financial Institutions Regulatory Relief Act of 
1995, and related issues. I enthusiastically support the 
purposes of the bill and, with a few exceptions, am pleased to 
endorse the specific changes in the law.

Over the past 25 years, a variety of new laws and 
regulations affecting banks in the areas of safety and soundness, 
crime detection, and consumer protection have been imposed on 
financial institutions. While these laws were enacted to protect 
consumers and the deposit insurance funds, the cumulative effect 
has imposed significant additional costs on the financial 
transactions that are essential to sustain a vital and 
competitive economy. At times, the burden falls
disproportionately on insured banks and thrifts, as compared with 
other types of financial institutions, resulting in significant 
competitive disadvantages. In addition, regulatory burden 
generally has a disproportionate effect on smaller institutions. 
One-quarter of the banks supervised by the FDIC have fewer than 
13 employees on a full-time basis, a small number to deal with 
the complexity and sheer volume of regulatory and legislative 
requirements.
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To begin my testimony today I will share with you the 

results of an informal survey of banks conducted by the FDIC on 
the potential savings that might be associated with the repeal or 
modification of specific legislative or regulatory requirements. 
Second, X will comment on the legislation introduced by 
Representative Bereuter, H.R. 1362, the Financial Institutions 
Regulatory Relief Act of 1995. Next, I will review current 
efforts of the FDIC to alleviate regulatory burden in the safety 
and soundness and consumer compliance areas —  some commenced at 
our own initiative, others with the impetus of legislation. 
Finally, I will propose additional statutory changes to further 
reduce regulatory burden on insured institutions.

FDIC SURVEY OF THE COSTS OF SPECIFIC REGULATORY BURDENS

Regulatory burden came into being through accretion. Each 
law and related regulation may be only marginally burdensome, but 
taken together their cumulative effect has become greatly 
burdensome.

In accordance with section 303 of the Riegle Community 
Development and Regulatory Improvement Act of 1994, I have 
initiated a complete review of the agency's regulations and 
policy statements in an effort to identify those that have become 
obsolete or those for which the cost to comply substantially 
outweighs the intended benefits. I want to commend Congress for
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examining the level of burden imposed by statute. Working 
through laws and regulations developed over many years will 
reguire time, effort, and considerable attention, but it can and 
should be done. The challenge for Congress and the regulators is 
to identify those laws and regulations that may be modified, 
streamlined or eliminated without adversely affecting the safety 
and soundness of the banking industry or necessary protections 
for consumers. To accomplish this task, we must test regulations 
against specific criteria: 1) whether the regulations are 
necessary to ensure a safe and sound banking system, 2) whether 
the regulations enhance the functioning of the marketplace, or 3) 
whether the regulations can be justified on strong public policy 
grounds related to consumer protection.

We recently conducted an informal survey of just over 60 
institutions that the FDIC supervises in order to gauge the 
potential cost savings from the elimination of specific 
legislative requirements and regulations currently on the books. 
The items included in the survey were based on provisions of 
H.R. 1362 that we support and believe would result in 
identifiable savings. The regulatory and legislative 
requirements surveyed included: Truth in Lending and Truth in 
Savings disclosures, loan data collection and reporting, auditor 
attestation requirements for bank compliance with laws and 
regulations, as well as the costs of various applications and 
n°tifications.
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À broad cross-section of institutions by size and location 

provided dollar estimates of their costs in meeting 15 very 
specific regulatory requirements.

While the survey was informal —  and, therefore, cannot be 
used to make industry-wide estimates —  we believe the results 
support two general conclusions. First, smaller institutions 
bear higher proportionate costs than larger ones. When measured 
in relation to net income, the estimated costs incurred from the 
15 requirements surveyed ranged from over 16 percent at very 
small institutions to just over one percent at the largest.

Second, the responses clearly suggest that positive cost 
savings could be achieved if the surveyed requirements were 
eliminated. For all recurring requirements included in the 
questionnaire, the median cost of compliance per bank was 
reported to be approximately $40,000 per year. In addition, 
respondents reported that the median cost estimate of submitting 
various non-recurring applications and notifications ranged from 
$500 to $20,000 per action.

Taken together, we estimate that the savings from completely 
eliminating all requirements covered in the survey could increase 
the annual rate of return on assets from 5 to 10 basis points on 
a pre-tax basis for institutions the FDIC supervises. The 
results of this survey are discussed in greater detail in
































































































